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Department of the Treasury
Internal Revenue Service2011

Instructions for Schedule
UTP (Form 1120)
Uncertain Tax Position Statement 

Section references are to the Internal Standards (IFRS), or other of the subsidiary’s tax positions in its
Revenue Code unless otherwise noted. country-specific accounting standards, former group’s prior return, the

including a modified version of any of subsidiary should report the tax position
the above (for example, modified on Part II of the Schedule UTP filedGeneral Instructions GAAP). with its 2011 tax return, if it files a

separate return. If the subsidiary isFuture developments. The IRS has If the corporation reconsiders
included in the return or anothercreated a page on IRS.gov for whether a reserve is required for a tax
consolidated group that is required toinformation about Schedule UTP (Form position and eliminates the reserve in
file Schedule UTP, the common parent1120) and its instructions at an interim audited financial statement
of that consolidated group should reportwww.irs.gov/scheduleutp. Information issued before the tax position is taken
the tax position on Part II of theabout any future developments in a return, the corporation need not
Schedule UTP filed with its 2011 taxaffecting Schedule UTP (Form 1120) report the tax position to which the
return.(such as legislation enacted after we reserve relates on Schedule UTP.

release it) will be posted on that page. Concise description of tax position.A tax position is based on the unit of
A corporation that reports a tax positionaccount used to prepare the auditedPurpose of Schedule in either Part I or Part II is required tofinancial statements in which the

Schedule UTP asks for information provide a concise description of eachreserve is recorded (or in which no
about tax positions that affect the U.S. tax position in Part III. See Examplesreserve was recorded because of an
federal income tax liabilities of certain 12 through 14.expectation to litigate). A tax position
corporations that issue or are included taken on a tax return is a tax position Consistency with financial statementin audited financial statements and that would result in an adjustment to a reporting. The analysis of whether ahave assets that equal or exceed $100 line item on that tax return if the reserve has been recorded for themillion. position is not sustained. If multiple tax purpose of completing Schedule UTP is

positions affect a single line item on a determined by reference to thoseReporting Uncertain tax return, report each tax position reserve decisions made by the
separately on Schedule UTP. SeeTax corporation or a related party forTax Positions position taken on a tax return, later. audited financial statement purposes. If

on Schedule UTP the corporation or a related partyReporting current year and prior
determined that, under applicableyear tax positions.  Tax positionsTax positions to be reported.
accounting standards, either no reservetaken by the corporation on the currentSchedule UTP requires the reporting of
was required for a tax position taken onyear’s tax return are reported in Part I.each U.S. federal income tax position
a tax return because the amount wasTax positions taken by the corporationtaken by an applicable corporation on
immaterial for audited financialon a prior year’s tax return are reportedits U.S. federal income tax return for
statement purposes, or that a taxon Part II. A corporation is not requiredwhich two conditions are satisfied.
position was sufficiently certain so thatto report a tax position it has taken in a1. The corporation has taken a tax no reserve was required, then theprior tax year if the corporation reportedposition on its U.S. federal income tax corporation need not report the taxthat tax position on a Schedule UTPreturn for the current tax year or for a position on Schedule UTP. For afiled with a prior year tax return. If aprior tax year. corporation subject to FIN 48, a taxtransaction results in tax positions2. Either the corporation or a related position is considered “sufficientlytaken on more than one tax return, theparty has recorded a reserve with certain so that no reserve wastax positions must be reported in Part Irespect to that tax position for U.S. required,” and therefore need not beof the Schedule UTP attached to eachfederal income tax in audited financial reported on Schedule UTP, if thetax return in which a tax position isstatements, or the corporation or position is “highly certain” within thetaken regardless of whether therelated party did not record a reserve meaning of FIN 48.transaction or a tax position resultingfor that tax position because the from the transaction was disclosed in a Transition rule. A corporation is notcorporation expects to litigate the Schedule UTP filed with a prior year’s required to report on Schedule UTP aposition. tax return. See Example 7 and tax position taken in a tax year

Example 8. Do not report a tax position beginning before January 1, 2010, evenA tax position for which a reserve on Schedule UTP before the tax year in if a reserve is recorded with respect towas recorded (or for which no reserve which the tax position is taken on a tax that tax position in audited financialwas recorded because of an return by the corporation. statements issued in 2010 or later. Seeexpectation to litigate) must be reported
Example 9. In addition, a corporation isregardless of whether the audited  If, after a subsidiary member leaves
not required to report accruals offinancial statements are prepared a consolidated group, the subsidiary, or
interest on a tax reserve recorded withbased on U.S. generally accepted a related party of the subsidiary,
respect to a tax position taken on aaccounting principles (GAAP), records a reserve in an audited
pre-2010 tax return.International Financial Reporting financial statement with respect to one
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Periods covered. File a 2011 need not identify the member of the Example 1. General rule regarding
Schedule UTP with the 2011 income group to which the tax position relates recording a reserve. A corporation
tax return for the calendar year 2011 or which member recorded the reserve recorded a reserve in its 2010 audited
and for a fiscal year that begins in for the tax position. Any affiliate that financial statements relating to a tax
2011. files its U.S. federal income tax return position taken on its tax return for the

separately and satisfies the 2010 tax year. The corporation filed its
requirements set forth above must file a 2010 tax return on September 15,Who Must File
Schedule UTP with its return setting 2011. The corporation must report theA corporation must file Schedule UTP forth its own tax positions. 2010 tax position on Part I of Schedulewith its income tax return if: UTP and file Schedule UTP with its

1. The corporation files Form 1120, Definitions and Special 2010 tax return. If the corporation
U.S. Corporation Income Tax Return; increases its reserve with respect to theRules
Form 1120-F, U.S. Income Tax Return tax position taken on its 2010 tax returnNote. All examples in theseof a Foreign Corporation; Form 1120-L, in its 2012 audited financial statements,instructions assume the calendar yearU.S. Life Insurance Company Income the corporation is not required to reportis the reporting year both for U.S.Tax Return; or Form 1120-PC, U.S. the 2010 tax position again on its 2012federal income tax and financialProperty and Casualty Insurance tax return as a result of the reservestatement purposes and theCompany Income Tax Return; increase in 2012.independent auditor’s opinion on the2. The corporation has assets that audited financial statements is issued Example 2. Reporting reserves inequal or exceed $100 million; before the filing of the tax return. subsequent years.  A corporation3. The corporation or a related party

claims a deduction in 2011 andAudited financial statements.issued audited financial statements
determines under applicable accountingAudited financial statements meanreporting all or a portion of the
standards that it can recognize the fullfinancial statements on which ancorporation’s operations for all or a
benefit of the position. In 2013 the IRSindependent auditor has expressed anportion of the corporation’s tax year;
begins an examination of the 2011 taxopinion, whether qualified, unqualified,and
return and decides to examine whetherdisclaimed, or adverse, under GAAP,4. The corporation has one or more
the deduction is proper. TheIFRS, or another country-specifictax positions that must be reported on
corporation subsequently reevaluatesaccounting standard, including aSchedule UTP.
the tax position and records a reservemodified version of any of the above Do not file a blank Schedule UTP if
for that position in 2013. The(for example, modified GAAP).there are no tax positions to be
corporation has taken a tax position inCompiled or reviewed financialreported.
its 2011 tax return and recorded astatements are not audited financial
reserve with respect to that tax position.statements.Attach Schedule UTP to the
The corporation must report the taxcorporation’s income tax return. Do not Record a reserve. A corporation or a
position on Schedule UTP filed with itsfile it separately. A taxpayer that files a related party records a reserve for a
2013 tax return even if the IRSprotective Form 1120, 1120-F, 1120-L, U.S. federal income tax position when a
identifies the tax position foror 1120-PC must also file Schedule reserve for U.S. federal income tax,
examination prior to the recording ofUTP if it satisfies the four requirements interest, or penalties with respect to
the reserve.set forth above. that position is recorded in audited
Related party. A related party is anyfinancial statements of the corporationA corporation required to file
entity that has a relationship to theor a related party. A reserve is recordedSchedule UTP also must check “Yes” to
corporation that is described in sectionswhen an uncertain tax position or a FINForm 1120, Schedule K, Question 14;
267(b), 318(a), or 707(b), or any entity48 liability is stated anywhere in aForm 1120-F, Additional Information,
that is included in consolidated auditedcorporation’s or related party’s financialQuestion AA; Form 1120-L, Schedule
financial statements in which thestatements, including footnotes and anyM, Question 15; or Form 1120-PC,
corporation is also included.other disclosures, and may be indicatedSchedule I, Question 13.

by any of several types of accounting Example 3. Related party generalComputation of assets that equal or journal entries. Some of the types of rule. Corporation A is a corporationexceed $100 million. entries that, entered alone or in filing Form 1120 that has $160 million
Forms 1120, 1120-L, and 1120-PC. tandem, indicate the recording of a of assets. Corporation B is a foreign

A corporation’s assets equal or exceed reserve are: (1) an increase in a current corporation not doing business in the
$100 million if the amount reported on or non-current liability for income taxes, United States and is a related party to
page 1, item D of Form 1120, or the interest or penalties payable, or a Corporation A. Corporations A and B
higher of the beginning or end of year reduction of a current or non-current issue their own audited financial
total assets reported on Schedule L of receivable for income taxes and/or statements. Corporation A takes a tax
Form 1120-L or Form 1120-PC, is at interest with respect to the tax position; position on its tax return. If Corporation
least $100 million. or (2) a reduction in a deferred tax B records a reserve with respect to that

asset or an increase in a deferred taxForm 1120-F. The assets of a tax position in its own audited financial
liability with respect to the tax position.corporation filing a Form 1120-F equal statements, even though Corporation A

or exceed $100 million if the higher of The initial recording of a reserve will does not, then that tax position must be
the beginning or end of year total trigger reporting of a tax position taken reported by Corporation A on its
worldwide assets of the corporation on a return. However, subsequent Schedule UTP.
reported on Form 1120-F, Schedule L, reserve increases or decreases with Example 4. Reserve recorded in
Line 17, would be at least $100 million respect to the tax position will not. consolidated financial statements.
if the corporation were to prepare a If a corporation is included in Corporation C files a tax return and has
Schedule L on a worldwide basis. multiple audited financial statements, assets of $160 million. Corporations C
Affiliated groups. An affiliated group the corporation must report a tax and D issue consolidated audited
of corporations filing a consolidated position on Schedule UTP if a reserve financial statements, but they do not file
return will file a Schedule UTP for the for that position was recorded in any of a consolidated tax return. Corporation
affiliated group. The affiliated group those audited financial statements. C takes a tax position for which a
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reserve was recorded in the might not result in the payment of any project level and expects the IRS to
additional tax. address the issues during anconsolidated financial statements of

examination of each project separately.Corporations C and D. The tax position A single decision about how to report
Corporation B determines that thetaken by Corporation C on its tax return an item of income, gain, loss,
appropriate unit of account for GAAPmust be reported on its Schedule UTP deduction, or credit may affect line
financial reporting purposes is thebecause a reserve was recorded for its items in multiple years’ returns. If so,
functional expenditures, based on thetax position in consolidated financial that decision can result in a tax position
amount of its expenditures, thestatements in which Corporation C was taken on each affected year’s return.
anticipated credits to be claimed, itsincluded. For example, a decision to amortize an
previous experience, and the advice ofexpense rather than currently deductReserve not recorded based on its tax advisors. Based on the unit ofthat expense, or a decision to currentlyexpectation to litigate. A corporation account used for financial reportingdeduct rather than amortize anmust report on Schedule UTP a tax purposes, Corporation A must use eachexpense, affects line items on eachposition taken on its return for which no project as its unit of account foryear’s return in which the tax position isreserve for income tax was recorded if Schedule UTP reporting, andtaken during the period of amortization.the tax position is one which the Corporation B must use functionalWhether these tax positions taken on acorporation or a related party expenditures as its unit of account forreturn are reported on Schedule UTPdetermines the probability of settling Schedule UTP reporting, regarding thefor a particular tax year, and when theywith the IRS to be less than 50% and, research and development credit.are reported, depends on whether andunder applicable accounting standards, when a reserve is recorded. Seeno reserve was recorded in the audited Ranking Tax Positions byExample 7 and Example 8.financial statements because the SizeNote. Although the use of an NOL or acorporation intends to litigate the tax
The corporation must rank by size eachcredit carryforward is a tax positionposition and has determined that it is
tax position listed in Part I. The size oftaken on a tax return, do not report themore likely than not to prevail on the
a tax position, however, need not beuse of the NOL or credit carryforward ifmerits in the litigation.
reported anywhere on Schedule UTP.the corporation has previously reported
See the instructions for Part I, columnthe tax position that created or added toExample 5. Reserve not recorded
(f), regarding coding to be used to rankthe NOL or credit carryforward onafter a change in circumstances
the corporation’s tax positions.Schedule UTP. See Example 10.based on expectation to litigate. A

corporation takes a tax position on its Size. The size of each tax position isUnit of account. A unit of account is
2011 tax return for which no reserve is determined on an annual basis and isthe level of detail used in analyzing a
recorded because the corporation the amount of U.S. federal income taxtax position, taking into account both
determines the tax position is correct. reserve recorded for that position. If athe level at which the taxpayer
Circumstances change, and in 2013 the reserve is recorded for multiple taxprepares and supports the tax return
corporation determines that the tax positions, then a reasonable allocationand the level at which the taxpayer
position is uncertain, but does not of that reserve among the tax positionsanticipates addressing the issue with
record a reserve because of its to which it relates must be made inthe IRS. The unit of account used by a
expectation to litigate the position. That determining the size of each taxGAAP or modified GAAP taxpayer for
is, the corporation or a related party position.reporting a tax position on Schedule
determines the probability of settling UTP must be the same unit of account If an amount of interest or penaltieswith the IRS to be less than 50% and, used by the taxpayer for GAAP or relating to a tax position is notunder applicable accounting standards, modified GAAP. separately identified in the books andno reserve was recorded because the In the case of audited financial records as associated with thatcorporation intends to litigate the tax statements prepared under accounting position, then that amount of interestposition and has determined that it is standards other than GAAP or modified and penalties is not included in the sizemore likely than not to prevail on the GAAP, a corporation that issues of a tax position used to rank thatmerits in the litigation. The corporation audited financial statements with a unit position or compute whether themust report that position on Part II of of account that is based upon the entire position is a major tax position.the Schedule UTP filed with the 2013 tax year may not use that unit of Expectation to litigate. Do nottax return either if it records a reserve account for Schedule UTP. The determine a size for positions listedor if it does not record a reserve corporation must instead identify a unit because of an expectation to litigate.because it expects to litigate, even if of account based on similar principles See the instructions for Parts I and II,that decision to record or not record applicable to GAAP or modified GAAP column (f), regarding ranking of theseoccurs because of a change in taxpayers, or use any other level of positions.circumstances in a later year. detail that is consistently applied if that

Affiliated groups. The determinationidentification is reasonably expected toTax position taken on a tax return.
of the size of a tax position taken in aapprise the IRS of the identity andA tax position taken on a tax return
tax return by an affiliated group filing anature of the issue underlying the taxmeans a tax position that would result
consolidated return is to be determinedposition taken on the tax return.in an adjustment to a line item on any
at the affiliated group level for allschedule or form attached to the tax Example 6. Unit of account.
members of the affiliated group.return (or would be included in a Corporation A and Corporation B each

section 481(a) adjustment) if the have two individual research projects Coordination with Otherposition is not sustained. If multiple tax and each anticipates claiming a
Reporting Requirementspositions affect a single line item on a research and development credit

tax return, each tax position is a arising out of their projects. Corporation A complete and accurate disclosure of
separate tax position taken on a tax A chooses each individual research a tax position on the appropriate year’s
return. For example, a tax position that project as the unit of account for GAAP Schedule UTP will be treated as if the
is reported on a line item on Form 5471 financial reporting purposes, since the corporation filed a Form 8275,
is a tax position taken on a return, even corporation accumulates information for Disclosure Statement, or Form 8275-R,
though an adjustment to that line item the tax return about the projects at the Regulation Disclosure Statement,
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regarding the tax position. A separate recording the reserve in 2010 for all of of the Schedule UTP filed with
Form 8275 or Form 8275-R need not the tax positions taken in each of the 5 MergerCo’s 2011 tax return even
be filed to avoid certain years, the corporation records a though the reserve was recorded by
accuracy-related penalties with respect reserve in each year that specifically AcquiringCo. AcquiringCo should not
to that tax position. relates to the tax position taken on the report the tax position on the Schedule

return for that year. UTP filed with its 2011 tax return
because MergerCo’s final return is aComprehensive Example 9. Transition rule. The prior year tax return on which the taxfacts are the same as in Example 8,Examples position was reported.except that the corporation incurred the

Example 7. Multiple year expenditure and recorded the reserve
positions. A corporation incurred an in 2009. The corporation has taken a
expenditure in 2010 and claimed the tax position in each of the 5 tax years Specific Instructionsentire amount as a deduction on its (2009 through 2013) because on each
2010 return. During the course of year’s tax return there would be an
reviewing its tax positions for purposes Part I. Uncertain Taxadjustment to a line item on that return
of establishing reserves for U.S. federal if the position taken in that year is not Positions For theincome taxes for its 2010 audited sustained. However, the corporation
financial statements, the corporation Current Tax Yearshould not report the tax position taken
determines it is uncertain whether the in the 2009 tax year because it was
expenditure should instead be taken in a tax year beginning before When to Complete Part Iamortized over 5 years and records a January 1, 2010. The tax position taken Part I is used to report tax positionsreserve with respect to the position in each of the 2010 to 2013 tax years taken by the corporation on its 2011 taxtaken in 2010. The corporation did not must be reported on Part I of the return.record a reserve for any of the positions Schedule UTP filed with the tax return
taken in tax years 2011 through 2014. Information from Relatedfor the respective tax year in which the
The corporation has taken a tax position was taken. Partiesposition in each of the 5 tax years

Check the box at the top of Part I if theExample 10. Creation and use ofbecause, on each year’s tax return,
corporation was unable to obtainnet operating loss (NOL). Athere would be an adjustment to a line
sufficient information from one or morecorporation incurred a $50 expenditureitem on that return if the position taken
related parties and was thereforein 2010 and claimed the entire amountin that year’s return is not sustained.
unable to determine whether a taxas a deduction on its 2010 tax return.The tax position taken in the 2010 tax
position taken on either its current orThe deduction increases theyear must be reported on Part I of
prior year’s tax return is required to becorporation’s NOL carryforward fromSchedule UTP filed with the 2010 tax
reported in either Part I or Part II of this$100 to $150. The corporation uses thereturn. None of the 2011 to 2014 tax
schedule.entire $150 NOL carryforward on itspositions must be reported on Schedule

2011 tax return. Claiming the $50UTP because the corporation did not Column (a). UTP No.
deduction in 2010 is a tax positionrecord a reserve with respect to any of

Enter a number in column (a) for eachtaken in the 2010 tax year because thethose tax positions.
tax position reported. A correspondingposition would result in an adjustmentExample 8. Multiple year number will be used in Part III forto a line item on the 2010 tax return ifpositions. A corporation incurred an reporting the concise description of thethe position is not sustained. Theexpenditure in 2010 and takes the tax position. Begin with the number 1deduction in 2011 of the NOL carriedposition that the expenditure may be and do not skip any whole numbers.forward from 2010 is a tax positionamortized over 5 years beginning on its taken on the 2011 tax return, because Column (b). Primary IRC2010 tax return. During the course of the position would result in an Sectionsreviewing its tax positions for purposes adjustment to a line item on the 2011of establishing reserves for U.S. federal Provide the primary IRC sections (up totax return if the position is notincome taxes for its 2010 audited three) relating to the tax position.sustained. The corporation recorded afinancial statements, the corporation reserve with respect to its 2010 tax Column (c). Timing Codesdetermines it is uncertain whether any position, in its 2010 audited financialdeduction or amortization of this Check “T” for temporary differences,“P”statements. Because the corporationexpenditure is allowable. In the 2010 for permanent differences, or checkrecorded a reserve with respect to theaudited financial statements, the both “T” and “P” for a tax position thattax position taken in 2010, it reportedcorporation recorded a reserve with creates both a temporary andthe 2010 tax position on the Schedulerespect to the amortization deduction to permanent difference. CategorizationUTP filed with its 2010 tax return.be claimed in each tax year. The as a temporary difference, permanentBecause it reported the tax position incorporation has taken a tax position in difference, or both must be consistentits 2010 tax return, the corporationeach of the 5 tax years because on with the accounting standards used toshould not report the 2011 tax positioneach year’s tax return there would be prepare the audited financialon the Schedule UTP filed with its taxan adjustment to a line item on that statements.return for the 2011 tax year.return if the position taken in that year Column (d). Pass-Throughis not sustained. The corporation must Example 11. Corporate merger.
Entity EINreport the 2010 tax position on Part I of On June 30, 2011, MergerCo merges

Schedule UTP for the 2010 tax year. In into AcquiringCo, in a transaction in If the tax position taken by the
addition, the tax position to be taken in which AcquiringCo survives. corporation relates to a tax position of a
each of the 2011 to 2014 tax years MergerCo’s tax year ends on that date. pass-through entity, enter the EIN of
must be reported on Part I of the After the merger, AcquiringCo records a the pass-through entity to which the tax
Schedule UTP filed with the tax return reserve with respect to a tax position position relates. For example, if the
for the respective tax year in which the that is taken on MergerCo’s final return corporation is a partner in a partnership
tax position was taken. The result in its audited financial statements. That and the tax position involves the
would be the same if, instead of tax position must be reported on Part I partner’s distributive share of an item of
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income, gain, loss, deduction, or credit Request” is not an adequateInformation from Related
description.of the partnership, enter the EIN of the Parties

partnership. A pass-through entity is A concise description should notCheck the box at the top of Part I if the
any entity listed in section 1(h)(10). If include an assessment of the hazardscorporation was unable to obtain
the tax position is not related to a tax of a tax position or an analysis of theinformation from related parties
position of a pass-through entity, leave support for or against the tax position.sufficient to determine whether a tax
this blank. Enter “F” if the pass-through position taken in 2010 is a UTP. See Examples of Conciseentity is a foreign entity that does not Information from Related Parties in the Descriptions for Hypotheticalhave an EIN. instructions for Part I. Fact Patterns

Column (a). UTP No. The following examples set out aColumn (e). Major Tax Position
Continue the numeric sequence based description of hypothetical facts and theCheck this box if the relative size of the
on the last UTP number entered on uncertainties about a tax position thattax position is greater than or equal to
Part I. For example, if the last UTP would be reportable on Schedule UTP.0.10 (10%). The relative size of a tax
listed on Part I is 10, enter 11 for the Following each set of hypothetical facts,position is the amount computed by
first UTP listed on Part II. which would not be disclosed on thedividing the size of that position by the

schedule, is an example of a sufficientsum of all of the sizes for all of the tax Column (b). Primary IRC concise description that would bepositions listed on Parts I and II. Sections reported in Part III to disclose thatDisregard expectation to litigate See the instructions for Part I, column hypothetical case.positions for column (e) purposes. (b). Example 12.Round amounts using rules similar to
Facts. The corporation investigatedColumn (c). Timing Codesthe rules in the Instructions for Form

and negotiated several potential1120 for rounding dollar amounts. See the instructions for Part I, column
business acquisitions during the tax(c).
year. One of the transactions wasColumn (f). Ranking of Tax

Column (d). Pass-Through completed during the tax year, but allPosition other negotiations failed and the otherEntity EIN
Enter a letter and a ranking number for potential transactions were abandonedSee the instructions for Part I, columneach tax position. Use the letter T for during the tax year. The corporation(d).transfer pricing positions and the letter deducted costs of investigating and
G for all other tax positions. Column (e). Major Tax Position partially negotiating potential business

acquisitions that were not completed,See the instructions for Part I, columnRank all tax positions in Parts I and and capitalized costs allocable to one(e).II together, regardless of type. Starting business acquisition that was
with the largest size, assign the number Column (f). Ranking of Tax completed. The corporation established
1 to the largest, the number 2 to the Position a reserve for financial accounting
next largest, and so on, in order. This purposes in recognition of the See the instructions for Part I, column
number is the ranking number for the possibility that the amount of costs(f).
tax position. Expectation to litigate allocated to the uncompleted

Column (h). Year of Taxpositions may be assigned any ranking acquisition attempts was excessive.
number. Position Sample concise description. The

List the prior tax year in which the tax corporation incurred costs of
For example, the corporation has 1 position was taken and the last month completing one business acquisition

transfer pricing tax position and 2 other of that tax year, using a six-digit and also incurred costs investigating
tax positions. The transfer pricing number. For example, enter 201012 for and partially negotiating potential
position is the largest and one of the tax years ending December 31, 2010, business acquisitions that were not
other tax positions is the expectation to and 201108 for tax years ending completed. The costs were allocated
litigate position. The expectation to August 2011. between the completed and
litigate position is assigned a rank of 2. uncompleted acquisitions. The issue is
Enter T1 for the transfer pricing whether the allocation of costs betweenPart III. Concise
position, G2 for the expectation to uncompleted acquisitions and the
litigate position, and G3 for the second Description of UTPs completed acquisition is appropriate.
other tax position. Example 13.When to Complete Part III Facts. The corporation is a

Part III must be completed for every tax member of Venture LLC, which isPart II. Uncertain Tax
position listed in Part I or Part II. Enter treated as a U.S. partnership for taxPositions For Prior Tax the corresponding UTP number from purposes. During the tax year, Venture
Part I or Part II, column (a), related to LLC raised funds through (i) admitting aYears the description. new member for a cash contribution
Concise description. Provide a and (ii) borrowing funds from a financialWhen to Complete Part II concise description of the tax position, institution, using a loan partially

Part II is used to report tax positions including a description of the relevant guaranteed by the corporation. Also
taken by the corporation in a prior tax facts affecting the tax treatment of the during the tax year, Venture LLC made
year that have not been reported on a position and information that a cash distribution to the corporation
Schedule UTP filed with a prior year’s reasonably can be expected to apprise that caused its membership interest in
tax return. Do not report a tax position the IRS of the identity of the tax Venture LLC to be reduced from 25%
taken in a tax year beginning before position and the nature of the issue. In to 2%. The corporation has taken the
January 1, 2010. See Transition rule most cases, the description should not position that the cash distribution is
under Reporting Uncertain Tax exceed a few sentences. Stating that a properly characterized as a nontaxable
Positions on Schedule UTP, earlier. concise description is “Available upon distribution that does not exceed its
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basis in its Venture LLC interest, but environmental contamination caused in accounting purposes in recognition of
has established a reserve for financial prior years by its operations at Site A. the possibility that a portion of the
accounting purposes, recognizing that Site A contains both the corporation’s current year deduction of costs
the transaction might be manufacturing plant and its corporate allocated to the corporate headquarters
recharacterized as a taxable sale of a headquarters. Based on its analysis might be reallocated to the
portion of its Venture LLC interest that the cleanup activities equally manufacturing plant.
under section 707(a)(2). benefited both the manufacturing plant Sample concise description. The

and its corporate headquarters, theSample concise description.  The corporation incurred costs during the
corporation allocated the environmentalcorporation is a member of Venture tax year to clean up environmental
cleanup costs equally between them. ItLLC, which is treated as a U.S. contamination that was caused by its
capitalized the portion of environmentalpartnership for tax purposes. The activities in prior years at Site A, which
cleanup costs allocated to itscorporation received a cash distribution contains both its manufacturing facility
manufacturing plant to inventoryduring the year from Venture LLC. The and its corporate headquarters. The
produced during the taxable year andissue is the potential application of issue is the allocation of the cleanup
deducted the portion of environmentalsection 707(a)(2) to recharacterize the costs between X’s production and
cleanup costs allocated to its corporatedistribution as a sale of a portion of the non-production activities under section
headquarters. The corporationcorporation’s Venture LLC interest. 263A.
established a reserve for financialExample 14.

Facts. The corporation incurred
costs during the tax year to clean up
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